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and intermediaries about CMS requirements described in the table below. This material
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procedures. It is a reorganization and compilation of these instructions into a single
financial management manual for intermediaries and carriers. Where there are differences
in carrier and intermediary requirements, we distinguish to which contractor the
instructions apply. Contractors should send any questions or suggestions for
improvement to their ROs.

This manual is designed primarily for display on the Internet. The following changes
from past paper manual protocols are used as a result of the Internet environment.

» Redline - It is not possible to place a vertical bar in the left margin on Internet
documents. Therefore changed text is identified by red, italic font. Note that
redline is not used on this initial transmittal because all the text is new.

» Displaying change dates - The date and revision number for the last change in the
section or subsection is shown after each section/subsection heading instead of at

the bottom of the page.

* Page numbers - are not applicable for Internet documents.



» Distribution of printed copies is discontinued.

Also for the initial issuance a cross-reference is placed after each section heading to
identify the source from where the material originated. This will be eliminated as
subsequent transmittals replacing the same sections are released.

As the ten chapters are distributed the current financial instructions in PMs and the

Carrier and Intermediary Manuals will be deleted.
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10 - Checks Paid Method - General

(Rev. 5, 08-30-02)

A1-1400, B1-4400

Certified Letter-of-Credit Defined:

A certified letter-of-credit is a legal reservation of funds on deposit in the Federal
Reserve Bank that covers payments for which the contractor has contracted to pay by
issuing checks and authorizing electronic funds transfer.

The objective of the letter-of-credit checks paid method of financing is to reduce the level
of the Federal debt and the interest costs of short-term borrowing. This method provides
cash availability to meet Medicare program requirements, while at the same time,
controls the timing of cash withdrawals so that the impact of these withdrawals on the

public debt level and related financing costs is minimized. Cash flow is controlled by:

e Postponing withdrawal of funds from the U.S. Treasury until Medicare checks are
presented to the contractor’s Medicare servicing bank for payment;

e Limiting the amount withdrawn at any time; and

¢ Reducing the amount of Federal funds required to offset bank service charges.
The Treasury Department requires all Government agencies that make advance payments
to utilize the letter-of-credit checks paid method of financing. (See Circular No. 1075,
revised February 27, 1973, and Chapter 1000 of the Treasury Fiscal Requirements
Manual.)
20 - Summary of Procedures
(Rev. 5, 08-30-02)
Al1-1401, B1-4401

A contractor shall use the following steps to implement the letter-of-credit checks paid
method of financing:

e It shall notify the RO 165 days prior to the expiration of the current three-party
bank agreement when a new bank will be secured under the checks paid method;

e [t shall request the latest copy of the Invitation for Bid (IFB) from the RO;

e It shall use the IFB package as a guide to prepare its IFB. The language contained
in the package cannot be materially altered except for "BID FORMS AND



CONTRACTOR'S REQUIRED MEDICARE BANKING SERVICES." (See Attachment
A, Section G, of the package.) The contractor shall obtain from its RO the
implementation package that contains examples of material required for the bid process
as follows:

o Letter to Commerce Business Daily requesting IFB advertisement; and

Sample write-ups of contractor's specifications for bank services, computer requirements,
check specifications, and electronic funds transfer capability;

e It shall send the completed IFB to its RO for approval prior to its release for bid. It
shall send an additional copy to:

Centers for Medicare & Medicaid Services
Office of Financial Management

7500 Security Boulevard

Baltimore, MD 21244-1850

e Obtain bids from two or more banks;

e Follow the Federal Acquisition Regulations (FAR), Part 14, when securing
competitive bids;

e [Evaluate the bank bids and, with the concurrence of the servicing RO, select the
commercial bank that meets all of the mandatory requirements and submits the lowest
required time account balance;

e Select a commercial bank and establish special bank accounts;

e Secure Signature Cards. Use Form SF-1194 to obtain the signatures of those
individuals authorized by the bank to draw payment vouchers against the letter-of-credit
and the signature of the bank official who has the authority to designate the authorized
individuals;

NOTE: CMS executes the three-party bank agreement between the contractor, the
bank, and the Government (the servicing RO). CMS also issues a letter-of-
credit that sets forth the monthly limitation.

e Post (Bank) collateral with the Federal Reserve Bank;

e Establish (Bank) both the Benefits Account and the Time Account;

e Submit monthly letter-of-credit transmittals (form CMS-1521) via Contractor
Administrative Financial Management (CAFM) to the Funds Control Branch, Central



Office. Distribute Medicare funds withdrawn by bank via FNS-5401 payment voucher
according to type of benefits; and

e Submit the monthly form CMS-1522, TAA-1b and TAA-1C, to CMS via the
CAFM system.

30 - Establishment of Special Bank Accounts

(Rev. 5, 08-30-02)

A1-1403, B1-4403

Keep all Federal funds withdrawn under the letter-of-credit separate from all other funds.
Designate the Medicare account for deposit in a special bank account established by you
in a member bank of the Federal Reserve System. Designate the special demand deposit

checking account as follows:

(Name of Contractor)
Federal Health Insurance Benefits Account

Designate the special non-interest bearing time account as follows:

(Name of Contractor)
Federal Health Insurance Time Account

Restrict withdrawals to transfer of funds to the Federal Health Insurance Benefits
account.(FHIBA)

30.1 - Execution of Bank Agreement

(Rev. 5, 08-30-02)

A1-1403.1, B1-4403.1

The contractor shall execute the three-party bank agreement with the selected commercial
bank. The bank agreement requires that the Federal Government retain a lien on all funds
held in the special bank account. The bank abides by written instructions of the
Government with regard to the deposit and withdrawal of funds. The Government also
has the right to inspect or audit the bank's books and records that pertain to the special
accounts. (Refer to Attachment C of the IFB package.)

The contractor shall use the following guidelines when it executes a bank agreement;

e [t must strictly adhere to the wording and format of the bank agreement.



e It may alter only Covenant 7. The provisions of Covenant 7 may, by agreement of
all parties, be written to require either a one or two-year period of performance following
the initial two year period;

e The RO forwards an original and three copies of the completed three-party
agreement to the bank via the contractor for execution. Each copy of the bank agreement
must contain original signatures. Facsimile signatures are not acceptable; and

e After it is countersigned by CMS, individual copies of the agreement are
distributed to:

o The contractor;

o The bank;

o The servicing RO; and
Centers for Medicare & Medicaid Services
Office of Financial Management

7500 Security Boulevard
Baltimore, MD 21244-1850

30.2 - Collateral Requirement
(Rev. 5, 08-30-02)
A1-1403.2, B1-4403.2

Posted collateral is based on the balance to be maintained in the time account less FDIC
coverage, if applicable. The RO advises the contractor, upon notification by the Federal
Reserve Bank, when collateral is posted. (Collateral must be acceptable under the
guidelines provided to the Federal Reserve by the Department of the Treasury).

The contractor shall place the collateral with the Federal Reserve Bank or Branch of the
district where its servicing financial institution is located or with a custodian designated
by the Federal Reserve Bank or Branch. It shall include a letter with the collateral that
states that the collateral is pledged as security for public money by CMS, agency account
number 5555-4454-5 under the terms of 31 CFR, Part 202 (Treasury Circular 176).

30.3 - Changes in Collateral Pledged as Security for Federal Health
Insurance Accounts

(Rev. 5, 08-30-02)

A1-1403.3, B1-4403.3



The CMS, Division of Contractor Financial Management (DCFM), monitors collateral
requirements. DCFM continuously reviews the most recent balances maintained in the
Federal Health Insurance Bank Accounts.

If an increase in pledged collateral appears necessary, DCFM requests the bank to post
additional collateral with its Federal Reserve Bank.

If a decrease in pledged collateral appears warranted, DCFM advises the Federal Reserve
Bank of the amount of excess collateral pledged.

The contractor shall direct any request for release of excess bank collateral to the local
Federal Reserve Bank.

30.4 - Check Format Specifications
(Rev. 5, 08-30-02)
A1-1403.4, B1-4403.4, B2-5215

The following phrase must appear on all checks or drafts written for purposes of paying
benefits and related administrative costs authorized under the Medicare program:

MEDICARE PAYMENT
For Health Insurance - Social Security Act

The contractor shall use the following check format specifications:

Check The contractor shall center the words "Medicare Payment" at the top of the

Front check or draft and print these words in at lease 1/4-inch type. Contractor
name and address should appear on the face of the check. The check may
also include the contractor’s emblem or a picture of a building it occupies.
The contractor may not include advertising on the face of the check.
(Advertising should not appear on the envelope in which the check is
mailed.) It is expected that the type sizes of the items placed on the check
will not detract from the required "Medicare Payment" phrase.

Check The contractor shall print on the back of all Medicare checks the following
Back statement:

"This payment is made with Federal funds. Fraud in procuring,
forging a signature or endorsement, or materially altering this check

is punishable under the U. S. Criminal Code."

For carriers, assigned claims must also include the following statement:



"As provided by the terms of the law under which this check is issued, the undersigned
payee, in accepting assignment, agreed that the charge determination by the Medicare
carrier shall be the full charge for any service which the check is payable. The patient is
responsible only for the applicable deductible and coinsurance, and for non-covered
services."

It is not necessary to show the account name on the check. If one is shown, it should read
"Federal Health Insurance Benefits Account." If both Part A and Part B are shown, it
should read, "Federal Health Insurance Benefits Account - Part A" and "Federal Health
Insurance Benefits Account - Part B."

The time limitation for cashing the check (if specified on the check) cannot be less than 6
months.

The contractor shall clear formats of checks with the servicing RO prior to printing or
contracting for printing.

40 - Signature of Bank Individuals Authorized to Draw on the Letter-
Of-Credit

(Rev. 5, 08-30-02)

A1-1405, B1-4405

Signatures of bank representatives authorized to sign payment vouchers must be on file
along with the letter-of-credit at the servicing Federal Reserve Bank or branch in order to
honor payment vouchers (FMS-5401). The contractor shall submit a signature card,

Form SF-1194, for the person(s) authorized by the bank to sign payment vouchers.

NOTE: Executed signature card(s) must be received in DCFM no later than 20
calendar days prior to the effective date of a new letter-of-credit.

40.1 - Revision of Signature Cards

(Rev. 5, 08-30-02)

A1-1405.1, B1-4405.1

The contractor shall prepare new card(s) if more than two signatures are no longer valid.
It shall prepare two original cards for every four individuals. If more than one card is
needed, i.e., more than 4 individuals are authorized, it shall number the cards 1 of 2, 2 of

2 to ensure that all cards are received.

New signature cards must contain the signatures of all individuals who will sign payment
vouchers and be certified by an official of the bank. The contractor need not resubmit a



new signature card if change in position or title of an individual authorized to sign
payment vouchers is involved.

The contractor shall mark new signature cards "Replaces and Supersedes all Previously
Submitted Cards" on the top edge of the card.

40.2 - Request for Additional Cards

(Rev. 5, 08-30-02)

A1-1405.2, B1-4405.2

The contractor shall send requests for additional signature cards to:
Centers for Medicare & Medicaid Services
Office of Financial Management

7500 Security Boulevard
Baltimore, MD 21244-1850

40.3 - Signatures of Contractor Personnel Authorized for Federal
Health Insurance Time Account

A1-1405.3, B1-4405.3
Signatures of two or more individuals designated by the contractor to sign withdrawal

requests to transfer funds from the Federal Health Insurance Time Account to the Federal
Health Insurance Benefits Account must be on file with the designated commercial bank.

50 - Withdrawal of Federal Funds

(Rev. 5, 08-30-02)

A1-1406, B1-4406

The Federal Government assures that funds are always in the Federal Reserve Bank to
honor properly drawn payment vouchers within the limits of the letter-of-credit. This
arrangement is consistent with State banking laws since it eliminates any possibility of
intent to defraud.

60 - Use of Payment Vouchers

(Rev. 5, 08-30-02)

A1-1408, B1-4408



To obtain Federal funds, the bank prepares a daily payment voucher, Treasury Form
FMS-5401, and forwards it to the servicing Federal Reserve Bank or Branch holding the
letter-of-credit.

When the bank receives the initial letter-of-credit, the bank sequentially numbers
payment vouchers drawn beginning with the number one (1). Amendments to the letter-
of-credit do not interrupt the sequential numbering of payment vouchers.

Payment vouchers are prepared only in an amount equal to the contractor’s total checks,
bank debit memos, and electronic funds transferred. These vouchers are presented for
payment each day less any balance in the benefits account representing collected other
deposits or transfers from the Federal Health Insurance Time Account.

If the bank is not located in a Federal Reserve Bank (FRB) city, CMS requests the
Treasury Department to implement a telephonic method of receiving funds for the bank.
The bank calls its FRB and requests a specific funding amount. The FRB prepares the
payment voucher and a copy is sent to the bank.

The letter-of-credit provides a ceiling on the amount that may be drawn during the month
and is purposely set high to meet peak cash needs. In no instance is a payment voucher
to be drawn for less than $5,000 or more than $5,000,000 (unless the letter-of-credit has
been annotated "Authorized to draw payment vouchers in excess of $5,000,000"). Only
one payment voucher should be drawn per day. Regardless of the factors considered in
determining when and in what amount to draw payment vouchers, banks are expected to
abide by the intent of the letter-of-credit Checks Paid Method of financing system by
assuring that the total of the daily voucher processed is the minimum required to finance
current disbursements.

NOTE: The "Name and Address of Drawer" block on the Treasury Form FMS-5401
must include the name of the bank as it appears on the letter-of-credit sent by
CMS and the annotation "agent for" (name of contractor). Due to space
limitations, the contractor does not have to show the address in this block. A
supply of payment vouchers is provided to each commercial bank. Additional
supplies of payment vouchers may be ordered from:

Centers for Medicare & Medicaid Services
Office of Budget and Administration
Distribution Liaison Officer

7500 Security Boulevard

Baltimore, MD 21244-1850.

70 - Form CMS-1521, Payment Voucher on Letter-Of-Credit
Transmittal

(Rev. 5, 08-30-02)

Al1-1410, B1-4410



The purpose of form CMS-1521, Payment Voucher on Letter-of-Credit Transmittal, is to
record daily voucher data that the contractor’s bank submits to the Federal Reserve Bank
for payment of Hospital Insurance (HI) and Supplemental Medical Insurance (SMI)
benefit payments. Administrative costs paid through the Smartlink System are also
reported on the form. Administrative costs are allocated to current or prior fiscal years
and to special projects.

Transmit form CMS-1521 to CMS by the 15th of each month via the CAFM System.
(See operating instructions for completion that are contained in the CAFM Users Guide.)

70.1 - Instructions for Completion of Form CMS-1521
(Rev. §, 08-30-02)

A1-1410.1, B1-4410.1

Data comes from Treasury Form FMS-5401 Payment Voucher.
e Date drawn - Contractor enters the date funds were drawn. It shall use 2 digits.

e Voucher Number - Contractor enters the payment voucher number in 3 digits
beginning with voucher number 001 to 999. It shall inform the bank to start over when
number 999 is reached.

e Serial Number - Contractor enters the serial number of the payment voucher.

e Hospital Insurance Benefits - Contractor enters the total amount drawn for HI and
SMI. The total of HI and SMI benefits should equal the total funds drawn.

NOTE: Part B contractors enter amounts for SMI only.
PMS Smartlink Communication System for Administrative Costs -

o On pages | and 2, the contractor shall continue to report administrative costs
drawn via the PMS Smartlink Telecommunications System in the same
designated "Administrative Cost" column 4. However, it shall show these
amounts after it reports all benefit payment amounts.

o  Contractor shall indicate in the "date drawn" column the date the money was
deposited into its commercial bank account and not the date it requested the
money. This entry (entries) may occur on either page 1 or 2 depending on the
number of entries.



o Contractor shall not make entries in the columns for Voucher Number, Serial
Number, and Voucher Totals.

o  Contractor shall reflect the current or prior year administrative costs drawn via
Smartlink. It shall report on page 3 any special project(s) amount(s) drawn
via Smartlink.

Public reporting burden for collecting this information is estimated to average 1 hour per
response. This includes time for reviewing instructions, searching existing data sources,
gathering and maintaining data needed, and completing and reviewing the collection of
information. Contractor shall send comments regarding this estimated burden or any
other suggestions for reducing the burden to:

Office of Management and Budget
Paperwork Reduction Project (0938-0361)
Washington, D.C. 20503;

and to:
Centers for Medicare & Medicaid Services
Office of Financial Operations

7500 Security Boulevard
Baltimore, Maryland 21244-1850.

80 - Form CMS-1522, Monthly Contractor Financial Report

(Rev. 5, 08-30-02)

Al-1412, B1-4412

Form CMS-1522 is designed to provide a reconciliation of Medicare benefit dollars

between CMS, the contractor, and the bank. The contractor shall transmit this report to
CMS by the 15th of each month via the CAFM System.

80.1 - Instructions for Completion of Form CMS-1522
(Rev. 5, 08-30-02)
Al-1412.1, B1-4412.1
e Screen 1 - Section A - Purpose for Which Funds are Drawn:
o  Contractor shall reflect the current or prior year administrative costs drawn via

Smartlink. It shall report on page 3 any special project(s) amount(s) drawn
via Smartlink.



o Funds Drawn this Month - Contractor enters the total amount of Federal funds
drawn via payment vouchers during the calendar month for use as HI benefits,
line 1-B, or SMI benefits, line 2-B. Each entry must equal the sum of the
amounts shown in this category on the Form CMS-1521 dated during the
calendar month.

o Total Funds Expended This Month - Contractor enters total funds expended
for HI benefits, line 1-D, and SMI benefits, line 2-D during the calendar
month. Totals should equal the sum of all checks drawn and electronic funds
transfer payments against the special bank account during the calendar month.
(It shall include all checks issued and electronic funds transferred, i.e. dated
during the calendar month.) Any refunds received from beneficiaries or their
assignees during the calendar month because of prior overpayments deposited
in the special bank account should serve to reduce total funds expended.

o Funds Drawn for Fiscal Year - This is a calculated field.
o Funds on Hand End of Month - This is a calculated field.

o Line 3, Drugs and Line 4, Regular Administrative Costs - Contractor shall not
use at this time.

o Bills Paid - Lines 7 and 8 - Completed by Part A intermediaries. Part B
carriers complete only line 8.

o Retro-Adjustment - Part A contractors enter credit adjustments on appropriate
lines. Part B contractors do not use lines 9 or 10.

e Benefits Bank Account

o From Bank Statement - The contractor shall take information for lines 15
through 19 from the statement of the special bank account issued by the bank
at the end of the calendar month.

o Line 15 - Balance Beginning of Month Per Bank - Contractor enters the
balance in the special bank account as of the beginning of the calendar month
as shown on the bank statement.

o Line 16a - Payment Vouchers Drawn During Month - Contractor enters the
total amount of funds drawn on payment vouchers (FMS-5401) during the
calendar month and credited to the benefits account as shown on the bank
statement. Since all checks drawn for deposit in the Time Account are cleared
through the benefits account, a payment voucher is drawn for this transaction
and is included in line 16a. The amount shown on this line must agree with
the totals from the Form CMS-1521 corresponding to the calendar month and



also with Section A, Line 5, column (b). The only exception is for vouchers in
transit (line 20).

o Line 16b - Other Deposits - Contractor enters all other deposits credited
during the month to the special bank account as shown on the bank statement.
It shall reduce the next payment voucher by the amount of the deposited
refunds in the account in order to minimize idle funds in the account. It shall
Include any credits or adjustments made to the bank account during the
calendar month in this line.

o Line 16c - Contractor shall include funds withdrawn from the Time Account
and deposited in the Benefits Account.

o Line 16d - Miscellaneous Credit Memo - Contractor enters any miscellaneous
adjustments to the benefits bank account during the calendar month.

o Line 17 - This is a calculated field.

o Line 18A - Contractor shall subtract: Checks and EFT Payments Honored by
Bank During Month - It enters from the bank statement the total funds
charged to the special bank account as a result of checks honored and
electronic funds transferred by the bank during the month. This total must
include all checks that were drawn for deposit in the time account and
honored by the bank durin